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EXECUTIVE SUMMARY
PINE WATER COMPANY, INC.
DOCKET NO. W-03512A-07-0362

Pine Water Company, Inc. ("Pine Water" or "Company"), a Class "C" Arizona public
service corporation organized under subchapter "C" of the United States Treasury regulations,
entered into a Joint Well Development Agreement ("Agreement") with the Pine-Strawberry
Water Improvement District ("PSWID" or "District") on May l, 2007.

The Agreement attempts to join Pine Water and District resources to address the water
supply shortages in the Pine-Strawberry, Arizona region. Alter extensive research and analysis
from the Distr ict an existing site in eastern Strawberry,  Arizona ("KG Site") showed to be
suitable for further investigation and development as a possible source of water for Pine Water
customers and for the benefit of landowners in the District within the certificated area of Pine
Water and Strawberry Water Company, Inc.

Pine Water and the District agreed to drill and equip a deep well capable of producing a
sustainable yield of no less than 150 gallons per minute ("rpm") on a portion of the KG site and
to interconnect the well to Pine Water 's system ("KG Well Project").  In order to determine
whether the KG Well is capable of producing the minimum sustainable yield, Pine Water and the
District will drill a test well at the KG site.

The estimated cost of drilling the test well is $300,000. The District will provide the
$300,000 as up-front capital investment. In the event that the test well shows that the KG Well
Project will be able to produce a sustainable yield of 150 rpm, Pine Water has agreed to repay
the $300,000 in 36 equal monthly payments at an interest rate of 6 percent per annum to the
District. In addition,  Pine Water  will finance the remaining costs of the KG Well Project,
estimated at an additional $981,700. Fur thermore,  Pine Water  will encumber  its  assets
pertaining to the KG Well Project to the District as collateral for the $300,000 loan.

On June 11,  2007,  the Company filed an application with the Arizona Corporation
Commission ("Commission") for approval to encumber a part of plant and system and issue
evidence of indebtedness pursuant to the Agreement.

At December 31, 2006, Pine Water's capital structure consisted of 0.0 percent short-tenn
debt, 0.0 percent long-tenn debt, and 100 percent equity. Staff calculated a pro forma capital
structure for the Company composed of 7.1 percent short-tenn debt, 15.6 percent long-term debt
and 77.3 percent equity that  reflects a  $300,000 loan and a  paid-in-capita l investment of
$981,700. .

Staff' s pro forma TIER and DSC ratios reflecting a three-year $300,000 loan at 6 percent
and a paid-in-capital investment of $981,700 are 13.79 and 2.41, respectively. The DSC results
show that cash How from operations is sufficient to cover all obligations.

W-03512A_07-0362



Sta ff concludes  tha t the  bene fit of obta ining $300,000 to drill a  te s t we ll a s  a  contingent
debt obliga tion exceeds  the  potentia l de trimenta l e ffect on its  capita l s tructure  and financia l risk.

Staff concludes tha t issuance  of the  proposed debt financing for the  purposes s ta ted in the
a pplica tion is  within P ine  Wa te r's  corpora te  P owe rs , is  compa tible  with the  public inte re s t, is
cons is tent with sound financia l practice s  and will not impa ir its  ability to provide  se rvice .

S ta ff re comme nds  tha t the  Commis s ion a uthorize  P ine  Wa te r's  re que s t to borrow a n
amount not to exceed $300,000 in new fords  from PWSID for the  purposes  described here in.

S ta ff re commends  tha t the  Commiss ion authorize  P ine  Wa te r's  reques t to encumber its
a sse ts  re la ted to the  KG Well P roject in an amount not to exceed $300,000 a s  colla te ra l for the
$300,000 loan.

W~03512A-07 -0362
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Pine  Wate r Company, plc.
Docke t No. W-03512A-07-0362
Page 1

In tro d u c tio n

On May 1, 2007, P ine  Wate r Company, Inc. ("P ine  Wate r" or "Company") ente red into a
J o in t We ll De ve lo p me n t Ag re e me n t ("Ag re e me n t") with  th e  P in e -S tra wb e rry Wa te r
Improve me nt Dis trict ("P S WID" or "Dis trict")l.

The  Agre e me nt a tte mpts  to join P ine  Wa te r a nd Dis trict re source s  to a ddre ss  the  wa te r
supply shortages  in the  P ine -S trawbe rry, Arizona  region. Afte r extens ive  re sea rch and ana lys is
from the  Dis trict a n e xis ting s ite  in  e a s te rn S tra wbe rry, Arizona  ("KG S ite ") s howe d to  be
suitable  for furthe r inves tiga tion and deve lopment a s  a  poss ible  source  of wa te r for P ine  Wate r
cus tome rs  a nd for the  be ne fit of la ndowne rs  in the  Dis trict within the  ce rtifica te d a re a  of P ine
Water and Strawben'y Water Company, Inc ("Strawberry Water")2 .

Some  portions  of the  Agreement a re  limited to Commiss ion approva l, pursuant to A.R.S .

On J une  ll,  2007 , the  Compa ny file d  a n  a pplica tion  with  the  Arizona  Corpora tion
Commis s ion ("Commis s ion") for a pprova l to e ncumbe r a  pa rt of pla nt a nd s ys te m a nd is s ue
evidence of indebtedness, pursuant to the  Agreement.

Background

Pine  Wate r is  a  Class  "C" Arizona  public se rvice  corpora tion organized under subchapte r
"C" of the  Unite d S ta te s  Tre a s ury re gula tions . The  Compa ny is  prima rily e nga ge d in  the
bus ine s s  of providing wa te r utility s e rvice  to a pproxima te ly 2,000 cus tome rs  in its  ce rtifica te d
a rea  in Northe rn Gila  County, Arizona .

The  Compa ny is  a  wholly-owne d subs idia ry of Brooke  Utilitie s , Inc. ("Brooke  Utilitie s ").
Brooke  Utilitie s ' principa l bus ine ss  office  is  loca ted a t Bake rs fie ld, Ca lifornia .

Public  Notice

On Augus t 2, 2007, the  Compa ny file d a n a ffida vit of publica tion ve rifying public notice
of its  fina ncing a pplica tion. P ine  Wa te r publis he d notice  of its  fina ncing a pplica tion in the
Payson Roundup on July 17, 2007. The Payson Roundup is  a  newspape r of gene ra l circula tion
in the  county of Gila , Arizona . The  a ffida vit of publica tion is  a tta che d a long with a  copy of the
Notice .

1 PSWID is  a  politica l subdivis ion of the Sta te of Arizona  and hence, is  not subject to Commiss ion regula tion. See

2 Strawberry Water is  a  wholly-owned subs idia ry of Brooke Utilities , Inc. and hence, an a ffilia te of Pine Water.
3 See further, sections  4 and 5 of the Agreement.

W-03512A-07-0362



Pine  Wate r Company, Inc.
Docke t No. W-03512A-07-0362
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Purpose of the Requested Financing

Pine  Wa te r and the  Dis trict agreed to drill and equip a  deep we ll capable  of producing a
sus ta inable  yie ld of no le ss  than 150 ga llons  pe r minute  ("rpm") on a  portion of the  K2 S ite  and
to inte rconne ct the  we ll to P ine  Wa te r's  s ys te m ("KG We ll P roje ct")4. In orde r to de te rmine
whether the  KG Well is  capable  of producing the  minimum susta inable  yie ld, P ine  Wate r and the
Dis trict will drill a  te s t we ll a t the  KG s ite . The  purpos e  of the  $300,000 de bt fina ncing a nd
re la ted encumbrance  of asse ts  is  to fund the  cost to drill the  tes t well.

Des cription of the  Reques ted Financing

The  Dis trict will provide  the  $300,000 a s  up-front ca pita l to fina nce  the  cos t of drilling
the  te s t we ll. Under the  te rms  of the  Agreement, P ine  Wate r is  re spons ible  for repayment of the
$300,000 up-front ca pita l in 36 e qua l monthly pa yme nts  a t a n inte re s t ra te  of 6 pe rce nt pe r
annum to the  Dis trict contingent upon the  te s t we ll showing tha t the  KG Well P roject will be  able
to produce  a  s us ta ina ble  yie ld of 150 rpm. In a ddition, P ine  Wa te r will fina nce  the  re ma ining
cos ts  of the  KG Well P roject, e s tima ted a t an additiona l $98l,7005. Furthe rmore , P ine  Wate r will
encumber its  asse ts  perta ining to the  KG Well Project to the  District as  colla te ra l for the  $300,000
loa n.

Financ ia l Ana lys is

S ta ff" s  a na lys is  is  illus tra te d on S che dule  P MC-1. Column [A] re fle cts  P ine  Wa te r's
his torica l financia l informa tion for the  yea r ended December 31, 2006. Column [B] pre sents  pro
forma  fina ncia l informa tion tha t modifie s  Column [A] to re fle ct a  thre e -ye a r $300,000 loa n a t 6
percent per annum and a  pa id-in-capita l investment of $981,700.

TIER and DSC

Time s  inte re s t e a rne d ra tio ("TIER") re pre s e nts  the  numbe r of time s  e a rnings  cove r
inte rest expense  on short-te rm and long-te rm debt. A TIER grea te r than 1.0 means tha t opera ting
income is  grea te r than inte res t expense . A TIER less  than 1.0 is  not sus ta inable  in the  long-te rm
but does not mean tha t debt obliga tions cannot be  met in the  short-te rm.

Debt se rvice  cove rage  ra tio ("DSC") represents  the  number of times  inte rna lly gene ra ted
ca s h will cove r re quire d principa l a nd inte re s t pa yme nts  on s hort-te rm a nd long-te rm de bt. A
DS C gre a te r tha n 1 .0  indica te s  tha t ca s h flow from ope ra tions  is  s ufficie nt to  cove r de bt
obliga tions . A DS C le s s  tha n 1.0 me a ns  tha t de bt s e rvice  obliga tions  ca nnot be  me t by ca s h
generated from operations and that another source  of funds is  needed to avoid default.

4 The KG Well Project is  es timated to cos t a  tota l of $1,281,700 (per the Company's  response to Staffs  second set of
Data  Reques ts ), inclus ive of $300,000 rela ted to the tes t well.
5 Pine Water anticipates  financing the remaining cos ts  through paid-in-capita l.

W-03512A-07~0362



Pine  Wate r Company, Inc.
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S che dule  P MC-1, Column [A] s hows  tha t for the  year ended December 31, 2006, P ine
Wa te r ha d no outs ta nding loa ns , he nce , TIER, a nd DS C re s ults  a re  not me a ningful. The  pro
forma  re s ults  re fle ct a  13.79 TIER a nd a  2.41 DS C unde r the  s ce na rio de s cribe d a bove  for
Column [B]-

As  s e e N in Column [B], P ine  Wa te r ha s  s a tis fa ctory pro forma  TIER a nd DS C re s ults .
The  Compa ny's  TIER re s ults  re fle ct tha t ope ra ting income  would s uffice  to  cove r inte re s t
e xpe ns e  in the  s hort-te rm. DS C re s u lts  ind ica te  tha t P ine  Wa te r will be  a b le  to  me e t a ll
obliga tions  with cash genera ted from opera tions .

Capital Structure

At December 31, 2006, P ine  Wate r's  capita l s tructure  consis ted of 0.0 pe rcent short-te rm
de bt, 0.0 pe rce nt long-te rm de bt, a nd 100 pe rce nt e quity (S che dule  P MC-1, Column [A], line s
17-25). Inclus ion of the  re que s te d $300,000 combine d with a  pa id-in-ca pita l inve s tme nt of
$981,000 would re s ult in a  ca pita l s tructure  compos e d of 7.1 pe rce nt s hort-te rm de bt, 15.6
percent long-te rm debt and 77.3 pe rcent equity (Schedule  PMC-1, Column [B], lines  17-25).

Capital Structure inclusive QfAIAC and CIAC

At De ce mbe r 31, 2006, P ine  Wa te r's  ca pita l s tructure , inclus ive  of Adva nce s  In Aid of
Cons truction ("AlAC") a nd Contributions  In Aid of Cons truction ("CIAC"), cons is te d of 0 .0
pe rce nt short-te rrn de bt, 0.0 pe rce nt long-te nn de bt, 9.9 pe rce nt e quity, 2.9 pe rce nt AIAC a nd
87.2 pe rcent CIAC (Schedule  PMC-1, Column [A], line s  28-40).

P ine  Wa te r is  currently heavily inves ted through CLAC. The  current ba lance  of equity is
$41,575. In contra s t, the  curre nt ba la nce  of CIAC is  $366,576. In this  s ce na rio, AIAC a nd
CIAC funding re pre s e nts  90.1 pe rce nt of tota l ca pita l, inclus ive  of AIAC a nd CIAC. S ta ff
typica lly recommends  tha t combined AIAC and Ne t CIAC funding not exceed 30 pe rcent of tota l
ca pita l, inclus ive  of AIAC a nd Ne t CIAC, for priva te  a nd inve s tor owne d utilitie s . Furthe rmore ,
for a  utility with a cce s s  to the  ca pita l ma rke ts , S ta ff typica lly re comme nds  a  ca pita l s tructure
with  a  minimum of 40 pe rce nt e quity of to ta l ca pita l (s hort-te rm de bt, long-te rm de bt a nd
common equity) a s  appropria te  to provide  a  ba lance  of cos t and financia l risk. Absent access  to
the  capita l ma rke ts , a  priva te ly owned for-profit regula ted utility should minimize  debt and incur
debt primarily as  a  las t resort.

Inclus ion of the  re que s te d $300,000 de bt combine d with a  pa id-in-ca pita l inve s tme nt of
$981,000 would re s ult in a  ca pita l s tructure  compos e d of 5.5 pe rce nt s hort-te nn de bt, 12.1
percent long-te rm debt, 60.1 percent equity, 0.7 percent AIAC and 21 .5 percent CIAC (Schedule
P MC-1, Column [B], line s  28-40). In this  s ce na rio, AIAC a nd Ne t CIAC funding re pre s e nts
22.2 pe rce nt of tota l ca pita l, inclus ive  of AIAC a nd Ne t CIAC, which is  be low the  ma ximum
limit typica lly re comme nde d by S ta ff.

W -03512A-07-0362



Pine  Wate r Company, Inc.
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Engine e ring  An  a lvis

According to the  Company, the  KG Well Project is  e s timated to cos t be tween $1,000,000
a nd $l,300,000. Through a  da ta  re que s t re s pons e  by the  Compa ny, S ta ff wa s  provide d
budgetary estimates  with a  cost bred<down of this  project as  follows :

P lant Items Costs

a .
b .
c .
d.
e .
f.
g.
h .
i.
j.
k.
1.

Land, 30 fee t by 30 fee t
Well drilling and cas ing, 1,700 fee t
We ll pump
Storage tanks, size  and number of tanks
Booster system
P iping
Ele ctrica l powe r drop
Ele ctrica l work a nd controls
Structures
Hydroge ologica l s tudy
Enginee ring
Other -- Test Well

$ 0
$607,000
S 40,000
$200,000
s 0
$ 18,000
$ 16,000
$ 7,700
86 55,000
s 8,000
s 30,000
$300,000

Tota l: $1,281,700

Staff has reviewed the KG Well Prob act cost and finds the Company's budgetary estimate
of$l,281,700 to be  rea sonable .

Compliance

There  a re  no compliance  issues with Pine  Water Company Inc.

Conclusion and Recommendations

Sta ff concludes  tha t the  bene fit of obta ining $300,000 to drill a  te s t we ll a s  a  contingent
debt obliga tion exceeds  the  potentia l de trimenta l e ffect on its  capita l s tructure  and financia l risk.

S ta ff conclude s  tha t inde bte dne s s  for the  a mount of $300,000 is  within P ine  Wa te r's
corpora te  P owe rs , is  compa tible  with the  public inte re s t, is  cons is te nt with s ound fina ncia l
practice s  and will not impa ir its  ability to provide  se rvice s .

S ta ff re comme nds  tha t the  Commis s ion a uthorize  P ine  Wa te r's  re que s t to  borrow
$300,000 from the  District for the  purposes  described here in.

W-03512A-07-0362



Pine  Wate r Company, Inc.
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S ta ff re commends  tha t the  Commiss ion authorize  P ine  Wa te r's  reques t to encumber its
a sse ts  re la ted to the  KG Well P roject in an amount not to exceed $300,000 a s  colla te ra l for the
$300,000 loan.

S ta ff re comme nds  a uthorizing P ine  Wa te r to e nga ge  in a ny tra nsa ction a nd to e xe cute
any documents necessary to effectuate  the  authorizations granted.

S ta ff furthe r re comme nds  tha t one  copy of Me  e xe cute d loa n docume nts  be  file d with
Docke t Control within 60 days  of execution.

w-03512A-07-0362



Pine Water Company
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Schedule PMC-1

Selected Financial Information

lAi'
12/31/2005

1B12
Pro Fow71a

Operating lnoome
Depreciation & Amen.
Income Tax Expense

$ 212,853
51,571

0

$ 212,853
51 ,571

0

Interest Expense
Repayment of Principal

0
0

15,441
94,078

TIER
N /M 3 13.79[1+3] + [5]

DSC
[1+2+3I + [5+61 N/M 2.41

Capital Structure

Short-term Debt 0 0.0% 94,078 7.1% 4

Long-term Debt 0 0.0% 205,922 15.6%

Common Equity 41,575 100.0% 1 ,023,275 77.3%

Total Capital $ 41,575 100.0% $ 1,323,275 100.0%

Capital Structure (inclusive of AIAc and Net CIAC)

Short-term Debt 0 0.0% 94,078 5.5%

Long-term Debt 0 0.0% 205,922 12.1%

Common Equity 41 ,575 9.9% 1,023,275 60.1%

Advanoes in Aid of Construction ("AIAC") 12,057 2.9% 12,057 0.7%

Contributions in Aid of Construction ("ClAC") s 388,576 87.2% 356,576 21.5%

Total Capital (Inclusive of AIAC and CIAC) $ 420,208 100.0% $ 1,701,908 100.0%

1
2
3
4

5
6
7
8
9

10
11
12
13
14
15
16
17
18

19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

38
39
40
41
42

43 AIAc and CIAC Funding Ratlo s
44 (35+3a)/(40)
45
45
47
48
49
50
51
52
53

90.1% 22.2%

1 Column [A] is based on 2006 financial information for the year ended December 31, 2006
2 Column [B] is Column [A] modified to reflect a $300,000 loan, at an interest rate cf 6 percent, form years. Column [B] also modifies Column [A] to reflect

paid~in-capital investment of $981 ,700.
° not Meaningful
4 Pro Forma Short-term Debt represents the annual principal portion of the proposed loan.
s Net CIAC balance (Le. less: amortization of contributions).
e Staff typically recommends that combined AIAC and Net CIAC funding not exceed 30 percent of total capital, inclusive of AIAC and Net CIAC,
for private and investor owned utilities.
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DATED this day of Augus t, 2007.

FENNEMORE CRAIG, P .C.

By
Shapiro

P ck J . Black
300 North Ce ntra l Ave nue
Suite  2600
Phoenix, Arizona  85012
Attorneys  for Pine  Wate r Company

z
GRIGINAL and thirteen (13) copie s  of the
foregoing filed this day of Augus t, 2007:

Docke t Control
Arizona  Corpora tion Commiss ion
1200 W. Washington St.
P hoe nix, AZ 85007

COPY of the  foregoing hand-de live red
this day of Augus t, 2007:2.

Mr. Ke vin Torre y, Es q.
Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007
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JULIE WANTlJI\ND

NOTARY PUBLIC.  m u m
GILA COUNTY

NY Comm. Exp.:Ma1d\8. Mn

Affidavit of Publication

STATE OF ARIZONA

COUNTYOF GILA

I, Eve Paludal, do solemnly swear that I am Assistant Bookkeeper of the
Payson Roundup, that the same is a newspaper printed, in whole or in part,
and published in the COUNTY OF GILA, State of Arizona, and has a general
circulation tlferein, that said newspaper has been published continuously and
uninterruptedly in said COUNTY OF GILA for a period of more than fifty-two
weeks prior to the first publication of the annexed legal notice or
advertisement, that said newspaper has been admitted to the United States
mails as second-class matter under the provisions of the Act of March 3, 1879,
or any amendments thereof and that said newspaper is a newspaper duly
qualified for publishing legal notices and advertisements within the meaning
of the laws of the State of Arizona, That the annexed legal notice or
advertisement was published in the regular and entire issue of every number of
said daily newspaper for the period of 1 consecutive insertions, and that the
first publication of said notice was in the issue of said newspaper dated July
17 A,D,, 2007 , and that the last publication of said notice was in the issue of
said newspaper dated July 17 A.D., 2007. In witness whereof I have
hereunto set my hand this July 17 A.D., 2007.

Payson Roundup

y

Eve Paludal

10020794

7/17/2007
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Subscribed and sworn to before me, a Notary Public in and for the
COUNTY OF GILA, State of Arizona July 17 A.D., 2 07.

J lie Wantland, Notarv Public

My commission expires March 29,<209%
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